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SYNOPSIS 
Ever since the economic open door policy as early as 1980，China registered a 
vigorous economic growth at over 10% per annum. To reduce the subsidies to 
loss-making state-owned enterprises, the government has revitalised joint-stock system 
in an attempt to transform those companies. At the same time, the stock exchanges 
were re-opened after a suspension of over 40 years . 
To complement the growth of domestic shares, B shares were introduced to attract 
foreign investments. There has been some suggestion that China should concentrate 
on the development of the A share market rather than the recent emphasis on B 
shares. However, it is believed that China's primary motive in opening her stock 
markets to international investors is mainly to gain the knowledge and expertise of 
the international investment community. 
In this project, we would like to examine the efficiencies of B shares market in 
respect of market efficiency and operational efficiency, as well as price discovery 
efficiency. Through literature review and experience survey, we have identified some 
pressing problems of B shares market. 
Facing those problems, we would like to suggest that the B shares market should 
adopt a more detailed set of securities law, upgrade the existing computer system, as 
well as improve the placement mechanism of B shares. 
Generally speaking, the existing legal framework of B shares is comparable to those 
of established market. Of particular note, the authorities are rather responsive to the 
suggestions of foreign investors. As a result, from time to time the legal systems are 
under modification in order to cater for the needs of investors. 
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China's open door policy advanced a stage further in early last year with the 
introduction of "B" shares. These shares are restricted to foreign investors who are 
able to invest in China's stocks for the first time ever since 1949. Currently the 
trading of B shares is conducted in the Shanghai and Shenzhen stock exchanges. At 
present moment, there are 23 listed companies in Shanghai and 25 listed companies 
in Shenzhen offering "A" shares to domestic investors. However, "A" shares 
investments are governed by tighter regulations than the "B" shares as the government 
intends to attract foreign investors by granting more favourable terms. The 
government encourages secondary trading in major cities throughout the country, and 
yet, listing of companies is restricted. Of over 7,000 companies which sought "A" 
share listing, only a few of them succeeded in Shenzhen and Shanghai. 
1.1 Booming Economy 
The 1980，s saw a rapid growth in China's economy following the successful 
economic open door policy. GNP doubled in the 1980，s with rural per capita income 
rising by 346% and urban incomes by 199%. China's economy has outperformed all 
other countries in the region over the last decade. This rapid pace of growth, 
however, has inevitably led to certain distortions in the economy. In particular, the 
rapid development of industrial output has not been matched by commensurate growth 
in capital markets. This has left China with a massive savings pool, officially 
estimated at more than RMB 1,000 billion. The huge pool of domestic saving calls 
for a more efficient mechanism to utilize. For the industrial sector, there is a need 
for huge amounts of capital. So, the stock exchange facilitates the flow of capital on 
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both sides. 
1.2 Stock Exchange 
The two stock exchanges in Shanghai and Shenzhen provide the most convenient 
channel for foreign investors to gain exposure to various profitable industries of the 
Chinese economy which have never been available to foreign investors for 40 years. 
Without the stock markets, only a small group of corporate investors and venture 
capital companies can access. 
On the other hand, joint ventures or foreign owned businesses can also make good 
use of the equity markets to raise funds to expand operations in China. 
1.3 Laws and Regulations 
To lure the interests of foreign participants, a better legal and accounting framework 
is deemed necessary. On the other hand, it is worth stressing that the Chinese 
authorities have put considerable efforts in their attempt to introduce a comprehensive 
regulatory framework before allowing foreign investors to participate in the stock 
exchange. 
At present, China has regulations for the formation of companies including equity 
joint ventures, co-operative joint ventures, and wholly-foreign owned enterprises, 
however, China does not have a national company law for a joint stock company or 
a company limited by shares. 
In the absence of detailed regulations on listing of companies, both in Shenzhen and 
Shanghai, the methods currently adopted for setting out and determining the rights 
and obligations of the shareholders are to incorporate these in the officially sanctioned 
articles of association of the company. 
-4 -
In the following discussion, we will concentrate on evaluating the existing legal 
framework of B shares. Our methodology is primarily based on exploratory research 
consisting of literature review and experience survey. With the aid of Robert 
Schwartz's analytical framework, the existing legal framework will be assessed in the 
sense of informational and operational efficiency and price discovery process. A case 




2.1 Exploratory Research 
An exploratory research will be used for the discovery of ideas and insights with the 
following purposes : 
1. establishing priorities for further research 
2. increasing our familiarity with the problems 
3. clarifying concepts 
Among the various methods of exploratory research, literature search will be used 
firstly to develop ideas on the operation of B share market. Published materials such 
as existing rules and regulations, articles of magazines and journals, newspaper 
clippings, materials of international seminar and statistics will be used. 
Furthermore, an experience survey will be conducted to tap the knowledge and 
experience of those familiar with the operation of B shares in China. The aim is to 
obtain proactive ideas and useful insights. Fund managers, stock analysts, dealers, 
senior executives of securities companies in both Hong Kong and Shenzhen will be 
interviewed. The questions will be unstructured and open-ended. [Gilbert Churchill, 
Marketing Research, 1987] 
In view that it is a fledgling market, the stock price data of B shares are in fact not 
meaningful to interpret. Besides, there was always great rally and fall over the past, 
it is therefore believed that statistical analytical approach is not appropriate. 
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2.2 Focus 
Our analytical focus narrows down on the efficiency of the B shares under the 
existing listing rules promulgated in Shenzhen. The reason why Shenzhen is singled 
out because it is selected as one of experimental laboratories of China's ^onomic 
open door policy as early as 1980. The principles of two exchanges are common in 
nature and the existing rules and regulations are more or less the same except for 
some minor differences. 
2.3 Comparative Approach 
Comparative approach is to be adopted in particular areas to review the differences 
between rules and regulations in B share market and Hong Kong market. Hong Kong 
has a long history of equity market which can be traced back to early 1940，s and is 
regarded as one of the established market in the Asian region, both in terms of breath 
and depth of the market. It is based on this evaluation that the comparison with Hong 
Kong, representing an average standard of free economy, is considered a valid 
analysis of B shares. 
2.4 Time Horizon 
The B share market is under development and therefore the new regulations are 
emerging and amending, the regulatory framework is also taking the same pace. In 
this research, most recent information will be analyzed within the time span from 
December 1990 to March 1993. 
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2.5 Assumption 
The China's governmental policy is relatively unstable. Many studies and forecast 
of China became invalid and outdated because of the changeover of politicians 
following by changes in policy. To be prudent, our analysis and conclusions are valid 
while assuming the present policies of the Chinese authority will not be changed. 
2.6 General Problems of Studies on China 
There are some general research methodology problems for studies on China. Firstly 
the official documents often may not reflect the real practices because the documents 
are usually ill-defined leaving room for interpretation of the local authorities. 
It is also realized that it is not fair to criticize the B share market from the viewpoint 
of a mature market. Based on our findings and comparison, our comments will tend 




3.1 History of Shenzhen Stock Market 
The joint stock company system was introduced in Shenzhen in October 1987. 
Shenzhen Development Bank was the first listed company on the Shenzhen Stock 
Exchange (SSE) which was officially opened in December 1990. Centralization of 
stock dealing together with the introduction of stamp duty, dividend withholding tax 
and daily price limits were introduced in May 1990. 
Before February 1991，only PRC citizens are allowed to invest in the SSE. In order 
to develop China as an international capital market to attract foreign investors into the 
Shenzhen stock market, the People's Bank of China (PBOC) which is under the direct 
control of the State Council, prepared a set of regulations permitting foreigners to 
invest in the form of B shares. The daily management of share issuance and trading 
is under the administration of the Shenzhen Branch of the PBOC. This assignment 
will be taken over by the forthcoming Securities Commission. Details of such will 
be explained later. 
Currently there are nine B shares trading on the SSE. It is expected that the PBOC 
will approve more new B shares to be listed on the SSE in 1993. 
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3.2 Shenzhen Stock Market Statistics 
(as of 19 April 1993) 
No. of listed companies 22 
Market capitalization RMB 65 billion 
Monthly trading volume RMB 1,400 million 
Average daily trading volume RMB 700 million 
Market P/E Ratio of listed companies 80 - 90 
Shenzhen Index 339 
-
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3.3 Regulatory Regime 
3.3.1 Before February IQQ^ 
State Council 
People's Bank of China 
State Commission for 
Restructuring the Economic System 
People's Bank of China 
Shenzhen Branch 
People's Bank of China 
Shenzhen Branch 
Securities Administration Division 
Shenzhen Stock Exchange 
: � 
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State Commission for 
Restructuring the Economic System 
China Securities Supervisory Commission 
Shenzhen Securities Commission 
Shenzhen Stock Exchange 
In October 1992, the PRC government set up a two-tier securities watchdog aiming 
at strengthening macro-management of stock markets. The first tier is the Securities 
Committee (SC) of the State Council which is headed by Vice Premier Zhu Rongji. 
The committee would oversee policy-making, including deciding how many new 
issues should be made on the market or drafting new securities laws. The second tier 
is the China Securities Supervisory Committee (CSSC) is under the guidance, 
supervision, inspection and administration of the first committee. This independent 
watchdog will take over the day-to-day regulatory role now performed by the PBGC. 
With the introduction of SC and CSSC, the detailed functions of different government 
organizations are projected to be: . 
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State Planning Commission - drafting of overall plan related to securities issuance and 
listing. 
People's Bank of China - the licensing, supervision and administration of securities 
companies and other securities related institutions. 
Ministry of Finance - the licensing, supervision and administration of accounting 
firms and certified public accountants. 
State Commission for the Restructuring of the Economy - enactment, promulgation, 
and implementation of regulations related to shareholding enterprises. 
3.4 Regulatory Rules 
There are a lot of regulations relating with B shares in the SSE which are listed out 
in the Appendix 2 by time order. It can be seen that the coverage of basic guidelines 
for new listing requirement in Hong Kong and Shenzhen are quite similar in the areas 
of maintaining share liquidity, setting minimum barrier to entry, and keeping a broad 
shareholder base despite of the differences in specific figures. 
The regulations most relevant to the B shares are Provisional Measures of Shenzhen 
Municipality For Administration of Special Renminbi-denominated Shares on 
December 16, 91 and the Detailed Implementing Rules For The Provisional Measures 
of Shenzhen Municipality For Administration of Special Renminbi-denominated 
Shares on Dec 16，91. Besides, the recent Provisional Regulations of Shenzhen 
Municipality Concerning Joint Stock Limited Companies ("Shenzhen Company 
Regulations") and The Provisional Measures of Shenzhen Municipality For 
Supervision and Control of Listed Companies are also crucial regulations. [Capital 
Asia 22.1.92] 
The Shenzhen Company Regulations for the first time set out the rules for the 
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incorporation and the restructuring of the existing enterprises into companies limited 
by shares. The rules provide that companies limited by shares may be categorized 
into four different types of companies for which the terms of the promoting, 
subscribing and transferring shares are different. For detail, please refer to Appendix 
3. 
The conditions for a company to issue B-share in Shenzhen are : 
* It must have obtained approval of its utilization of foreign investment or its 
conversion into foreign-fiinded enterprise. 
* It must have a stable source of adequate exchange income and its total annual 
foreign exchange income must be sufficient to pay the annual dividends. 
* The portion of its B shares including the sponsor's shares to the total shares 
of the company must not exceed the ceiling determined by the competent 
authority. 
* The company must have been operating for at least 3 years, with exceptions 
to be approved by the competent authority. 
3.5 Characteristics of B share Market 
The Chinese stock markets; being an emerging market, are characterized by the 
following: 
1. Stock market tends to be inadequate in respect of depth and breath which 
restrict the liquidity of shares. 
2. PRC accounting policies and regulations vary significantly from international 
standard. 
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3. The market is far from efficient due to limited number of participants. 
4. All existing B shares are privately placed rather than offered to the general 
public because public offerings in Hong Kong require the registration of a 
prospectus with the Companies Registry which must comply with the 
Companies Ordinance. A PRC company may not meet the requirements of 
the Companies Ordinance such as the accountant's report and 3-year audit 
record. 
5. A shares trade at a premium to B shares as seen from the following table : 
(as of March 15, 1993) 
B Share Price A Share Price Premium 
(RMB) (RMB) (%) 
China Bicycles 9.3 22.8 245 
China Southern Glass 9.0 22.3 248 
Shenzhen Huafa 5.2 15.5 298 
Shenzhen Konka 8.56 22.95 268 
Shenzhen Petrochemical 8.8 22.7 258 
Shenzhen Properties & 
Resources Development 11.0 22.4 204 
Victor Onward Printing 8.1 15.9 196 
Shenzhen Zhong Chu 7.1 17.25 243 




THE THEORY OF STOCK MARKET REGULATION 
4.1 Theoretical Background 
The issues of stock market regulation are rarely dealt with in conventional text books， 
which show that the studies in this area have not yet cultivated. One of the reasons 
why the theory is not fully developed is because: most of the stock markets in the 
industrial world have been traditionally self-regulated and the governmental regulation 
by legislation has a relatively short history. Nowadays the self-regulation of the 
market is still a major part of the regulatory operation, apart from the governmental 
control. For example the US capital market had grown for over 150 years without 
formal governmental regulation, before the US Exchange Act passed in 1934 to 
formalize the regulation of the stock market. 
There are two main streams of theory explaining the reasons why the stock market 
regulation arises : the market failure theory and public choice theory. Both of which 
try to explain the existence of the stock market regulation. 
4.2 Market Failure Theory 
The market failure theory is basically a functional approach which emphasizes that 
the function of the regulation is to cure the failing of the market under some specific 
situations and it is the rationale for existence of regulation. Although the market can 
reach equilibrium in the traditional perfect competitive environment, it fails in some 
circumstances which deviate from the equilibrium status. 
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The sources of market failure include differentiation of market power, externalities, 
asymmetric information, technology inertia and transaction price uncertainties. 
Differentiated market power refers to the different power of market participants in 
transaction dealing especially in terms of pricing. In the case of typical perfect 
competitive market structure, it is assumed that every market participant has the same 
market power and nobody could yield abnormal profit. In other CESCS such as 
monopolistic competition, oligopoly and monopoly, the market participant with bigger 
size relative to other competitors and/or its trading counterparts can realize excess 
profits by manipulating price which will deviate from the value that would prevail 
under the perfect conditions. So a pure laizze-faire regulatory policy in an imperfect 
market is not feasible to maintain a fairness. 
Externalities also cause market failure. Regulation itself is public goods which can 
provide a fair and orderly market. Its externality effects are obvious : a) market 
surveillance can protect against exploitation, fraud, manipulation and other violations 
of rule; b) efficient price discovery enhances the efficient operation of market; and 
c) price stabilization. However, such public-type services are under-supplied in a 
purely free market and also a public regulatory body providing such services is 
necessary. 
Another example of externality is the limit order placed by market makers. In the 
trading place, the average market participants are not willing to place limit orders 
except the market makers which are required by the regulatory authorities, because 
the limit orders involve additional risk for the average participants. Nevertheless, the 
limit orders system is able to stabilize market price, facilitate price discovery, and 
attract other orders. Such limit order can be given by the market makers while a 
regulatory control is in place. 
Asymmetric information is created when not all the market participants own the same 
information. The insiders having more information than the public can yield 
abnormal profit. The investors at informational disadvantage become more reluctant 
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to participate in the market and further results in a thinner and deteriorating market. 
Regulation is therefore required to eliminate the informational asymmetries, by 
imposing more trading restrictions and improving information dissemination system. 
Technological inertia inhibits technological change and market development. The 
inertia is built up because of the cost of installation of new technological system is 
so high that the existing market participants are reluctant to receive the new 
technology. [Schwartz, 1988] 
Therefore, the lawmakers are required to design regulations to minimize market 
failure and to enhance the public investors' interests. The market failure theory 
basically captures the manifest functions and purposes of the stock market regulation. 
It builds up the framework and normative value of regulation. 
4.3 Public Choice Theory 
The public choice theory views from a different angle on the stock market regulation. 
It stresses on the process study showing who affects the regulation making and how 
it is affected. The theory states that the regulatory programs are the outcomes of 
political process in which various related interest parties and private groups try to 
maximize their own private welfare. The legislative people are viewed as agents for 
the principals which include various forces such as the stock exchange, investing 
public, stock brokers, corporations, and other related members of the government etc. 
Although the agents are conditioned by the general interest of the public welfare, their 
behavior is still affected by the opinion of the above interest groups. Therefore the 
regulation is not necessarily made for enhancing the public interests but it is only a 
compromised agreement among all the interest groups. 
The public choice theory also has a strong power to explain the regulation making 
process because it has its generality to capture the basic features of the policy making 
process and is important in the sense that the economic stakes of different interest 
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groups take effect in the policy making process. Being very different from the 
market failure theory, the public choice theory stresses on the behavioral aspect 
instead of normative values. 
The Chinese legislature affected greatly by the governmental officials is very different 
from that of the Western type. The process study will be an interesting study topic 
which could let us know the main force behind the legislature making and the possible 
future development under the directives of these forces. However, it is out of main 
theme of our study topic. 
4.4 Main analytical framework ； Regulatory Focus 
Following the market failure theory, the functions of the regulation are summarized 
into three main area as follows: 
a) Informational efficiency - achieve an honest market: 
An informational efficient market is defined as a market preventing from any 
manipulation on price and trading volume of the stock, and any abused use of 
power and information by the insiders. 
There are three forms of market efficiency : 
1) weak form market efficiency • it is the market in which all the price 
and return information is used in trading but no abnormal profit can 
be yielded; 
2) semi-strong market efficiency - the market participants can not get 
excess profit by using all the public available information; 
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3) strong form market efficiency - the market participants can not obtain 
excess profit by using all the information, whether private or public. 
[Copeland, 1984] 
b) Operational efficiency - to assure market efficient vis-a-vis the broker/dealer 
services : 
The broker/dealer provide intermediary services to the market participants, 
which needs reasonable service costs including the ask-bid spread, the 
brokerage commission and other non-price services. An efficient intermediary 
servicing can minimize the operational costs of the securities market. 
c) Price discovery efficiency - to enhance market efficiency vis-a-vis the pricing 
discovery efficiency 
Price discovery refers to the process in which the market can find out the 
transaction price approximating to the equilibrium price. The regulatory 
bodies shall build up various measures to facilitate the price discovery 
process. 
In the following paragraphs, these three purposes of the regulation will be used as the 
main criteria for us to evaluate the present Chinese regulation. Whether or not and 
to what extent the Chinese regulation can reach the above standard will be analyzed 





5.1 Informational Efficiency 
5.1.1 The basic regulatory framework on informational efficiency 
The followings are to compare the differences of regulations of Shenzhen and 
Hong Kong. In respect of companies which issue B shares, the adopted 
article of association also aim to address the expectations of non-PRC 
investors to certain corporate law provisions, auditing requirements and 
international accounting and reporting standards. However, our focus is put 
on the regulatory rules. 
• - ； s 
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Information memorandum 
Hong Kong Shenzhen 
Information Memorandum Full disclosure of Full disclosure of the 
for share issuance directors, interest and relevant facts about the 
power, the company's business development, 
g e n e r a l b u s i n e s s p r e s en t f i nanc i a l 
condition, financial conditions, management 
position, management structure, and outlook 
details, the shareholders for the future, names of 
with 10% or more shareholders holding 
shares of the company, 1% or more of the 
purpose of the proceeds company's shares, 
raised and any material description of senior 
contracts. management, date of 
the company to be 
listed and approval 
number. 
Information Memorandum Similar information History of capital 
particular for share placing required as the primary structure, types of 
l i s t ing but more goods p roduced , 
simplified. production process, 
trading result, assets 
description, majority 
shareholder interest, 
purpose of capital 
raising, benefits and 
risks. 
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//• On-going obligations : company transparency 
After becoming listed on the exchange, the Shenzhen company still has to bear 
continuing obligations to provide adequate information in order to make the 
company to be transparent to the public including : 
/I. Information relating with important transactions 
Type of Transaction Percentage test for classification 
Very important transaction 50% of total asset value 
Material transaction 25% 
Disclosable transaction 10% 
Transaction involving shares issue of shares to acquire assets 
Transactions between related dealing between the company and 
parties related persons (directors etc.) 
For a very important transaction, approval must be obtained from shareholders 
and supervisory authority. Furthermore the shares must be suspended from 
trading. Any application for resumed trading must be treated as new listing. 
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The Shenzhen requirement is quite similar to that of Hong Kong in structure and its 
percentage test for classifying type of transaction is more stringent. The Hong Kong 
rules are set out for reference as below: 
Resumed 
Trading Notificat-
Trigger Application ion to the 
Point of and issue Public 
Type of Percentage Suspension circular to and the 
Transaction Test * Approval of Trading shareholder Exchange 
Very > or = 50% Needed Needed Needed 
Substantial 100% independ- until issue 
Transaction ent of public 
sharehold notice 
-ers 
Major > or = 50% Needed Needed Needed 
Transaction 50% independ- until issue 
ent of public 
sharehold notice 
-ers 
Disclosable > or = Not Not Needed Needed 
Transaction 15% needed needed 
Share < 15% Not Not Needed Not 
Transaction needed needed Needed 
Connected Not Not Not Needed Needed 
Transaction needed needed needed 
* Percentage test formular : either one of the followings, whichever is higher 
--the asset value of the related transaction asset over the company's total asset 
value; or the profit of the related transaction asset over the company's total 
profit; or the new share issued for purchase over the total share capital 
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B. Information disclosure relating to takeover and merger 
Takeover is defined as a transaction where an entity acquires 25% or above 
of the voting rights of a listed company. There are 2 sub-groups: 
(a) partial acquisition: below 100% 
(b) complete acquisition: 100% 
When the shareholders acquire more than 25% of shares, they have to notify 
all the other shareholders and make a general offer to purchase all the shares 
in the same class. The takeover becomes effective when 50% of independent 
shareholders of the target company, who are not related to the company 
proposing acquisition, agree to the takeover. 
Agreement relating to a takeover and merger must be sent to supervisory 
authority for approval 3 days before it is made public. Upon the time when 
the negotiation for the takeover starts, the shares of the target company shall 
be suspended from trading. From the day on which the agreement is signed 
until the transaction is completed, the target company may not issue any 
securities and sign any contract outside the normal business scope. 
For the target company and the company proposing takeover shall issue 
information memorandum relating to this matter within 20 days of the 
takeover agreement being made to the public. For the company proposing 
takeover, the memo:油all include : 
* particulars of shareholders with controlling interests; 
* financial statements for the past 3 years; 
* a time table for takeover; 
* the price being offered for the shares and manner of payment; 
* a description of material contracts affecting the company; 
* the future plans 
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For the target company, the information memorandum includes: 
* comments for the directors; 
* particulars of the shares owned by the directors; 
* a report of the financial conditions for the past 3 years; 
* existing financial obligations; 
* a description of material contracts 
Under the Takeover Code of Hong Kong, administered by the Securities & 
Future Commission (SFC), has no enforcement power. But non-compliance 
amounts to a breach of the Listing Agreement. Its basic purpose is to achieve 
a fair treatment for shareholders: 
* requiring timely and adequate information to enable shareholders to 
make an informed decision regarding the takeover 
* ensuring a fair and informed market in the shares of companies 
affected by the event. 
Under the Takeover Code, a mandatory general offer must be made to all the 
shareholders where : 
* a person and those acting in concert acquires shares of 35% or more 
of the voting rights of a listed company; or 
* a person together with those acting in concert, who already holds more 
than 35% but less than 50% of such voting rights, acquires more than 
5% in any period of 12 months. 
The trigger point for general offer to purchase shares is higher than that of 
Shenzhen. 
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C Financial Information 
A Shenzhen company must issue its financial statements at least twice a year 
- i t s annual and semi-annual results. 
Issuing Period 
Result Limit Qualification Information 
1. Semiannual within 60 days of reviewed by Balance sheet, 
result the relevant accountant profit and loss 
period account, business 
r e v i e w , and 
auditors' forecast. 
2. Annual result within 90 days Audited Balance sheet, 
profit and loss 
account, capital 
s t r u c t u r e , 
o r g a n i z a t i o n , 
f i n a n c i a l 
o b l i g a t i o n s , 
dividends and 
profit distribution. 
These statements must be presented to the SSE 10 days before they are to be 
published and within 10 days of receiving reports, the SSE must issue its 
opinion which will be incorporated into the statements. 
The statements shall deal with : 
* change in accounting policies and effect on the financial conditions 
* the accounting principles 
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* any special circumstances affecting financial statements in the different 
period 
* consolidation of the associated and subsidiary companies 
In Hong Kong, the rules are very similar to that of Shenzhen in the structure 
again, but in Hong Kong there is looser guideline in the time limit: 
For semi-annual statements, the time limit is not later than 4 months after the 
end of such interim period. 
For annual statements, the time limit is not less than 21 days before the 
holding of the annual general meeting and not more than 6 months after the 
end of the financial year. 
D. Disclosure of Directors' and Substantial Shareholders* Interests 
In Hong Kong, The Securities (Disclosure of Interests) Ordinance imposes 
obligations on all listed companies to notify the Stock Exchange and the SFC 
the following related parties' interests in the company : 
* interests and any change of interests disclosed by its directors, chief 
executives, substantial shareholders and their families and their 
controlled companies; 
* a person who acquires or ceases to have an interest of 10% or more 
of a listed company must notify the company and the Exchange within 
5 days. 
Under Model Code of Directors' Dealing of the Hong Kong Listing Rules, it 
absolutely prohibits the directors from buying at any time during one month 
period immediately preceding the preliminary announcement of the company's 
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annual results and the publication of an interim report. 
These rules are used to protect the minority shareholders interests and to avoid 
the insiders to use their information for profit. 
In Shenzhen these rules are not available although some principles are laid 
out, say the insider trading is prohibited. A lawyer commented that the 
Shenzhen rules did not place importance in the area of protecting the minority 
shareholders' (B shares investors) interests. 
By contrast, the Shenzhen rules disallow any natural person holding more than 
0.5% of the shares which is believed to protect the state's (the majority 
shareholder) interest in the company and to avoid the communist party 
leaders' fear of the privatization of the enterprises. 
5.1.2 Comments 
/• Depth and Breadth of Informational Disclosure 
The information disclosure requirement is in general quite similar in both 
cites. But obviously the Hong Kong regulations require more detailed 
information and specify more clearly which information needed. For 
example, the Shenzhen rule only simply requires description of the senior 
management without further specification. However, the Hong Kong 
regulation details the requirement including the experience, duties, 
qualification etc. 
Besides, the Hong Kong listing rule sets out a broader coverage of information 
disclosure to ensure minority shareholders' knowledge on the company 
including the material contracts on the company and the directors' interests in 
the company. All these reflect that the Shenzhen rules are not sufficient yet 
to provide a more comprehensive information disclosure to the minority 
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shareholders. 
/ / . Quality of Information 
Besides of the quantity of the information requirement, the quality of 
information is also important. In Hong Kong the quality assurance mechanism 
are threefold: 
* sponsor system and its verification process 
The sponsor must be independent to the company seeking for listing and be 
acceptable to the exchange, normally being a stockbroker or a merchant 
banker. The sponsor is responsible for preparing the company for listing, for 
lodging the formal application and all supporting documents with the Stock 
Exchange, and for dealing with the Stock Exchange on all matters involved 
in a floatation application. The sponsor usually will act as one of the 
underwriters of the deal. 
To ensure the underwriting successful and to maintain the sponsor status in 
future, the sponsor has to be due dilligent whereby it has to verify the 
information and statements made by the directors. An independent lawyer is 
appointed to carry out the verification process to make sure the followings: 
* no incorrect statements; 
* no material omitted statements; and 
* the best available source of information is identified and collected. 
This process can keep the quality of the primary listing information. In 
Shenzhen, a similar mechanism exists. The underwriter similar to the sponsor 
in Hong Kong takes up the similar work load. As the foreign underwriters 
participate in the process of primary issue, which adopt the international 
standard to conduct information verification and so it can enhance the quality 
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of information to certain extent in Shenzhen. 
* directors' duties and punishments in case of misrepresentation 
In Hong Kong, the directors of a company seeking for a listing bear the 
primary responsibility to ensure the accuracy and completeness of the content 
of the listing documents. Both the civil and criminal liabilities are incurred 
in case of misrepresentation. 
In Hong Kong, it is believed that these punishment can ensure the quality of 
information. However, there are no such measures in Shenzhen to minimize 
such misrepresentation. 
* Independent third party checking based on international standard 
The professional third parties such as property valuer, plant and machinery 
valuer and qualified accountants are required to provide their respective 
opinions on the valuation of the land and buildings, the plant and machinery 
and accounting report. These information being crucial to the company's 
intrinsic value are checked based on their professional and international 
standard which can enhance the quality of information efficiency. 
Under the Shenzhen rules, the accountant is required to provide financial 
information. However, except for the accountant requirement, there is no 
additional requirements for other qualified processionals. Moreover, the 
existing standard of the accounting in China does not conform to the 
international standard. 
IIL Informational importance in a rumor-driven market 
Further, the Shenzhen stock market is not "fundamental-driven" market, but 
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instead of "rumor-driven" market, as commented by a stock analyst of an 
international broker. The market is especially dominated by political 
movement of China. Although any stock market in the world is affected by 
the rumor of macro political and economic changes, but the Shenzhen is more 
sensitive. This phenomenon can be viewed as a typical case of any newly 
emerging market. These market characteristics make the informational 
efficiency issue more complicated. The fundamental information of the 
company is actually not correlated with the price performance and is not 
regarded as important. 
5.2 Operational Efficiency 
One of the goals of regulation is to enhance market efficiency with regard to 
the provision and pricing of broker services. This efficiency will entail 
competitive spreads and commission and the quality of financial responsibility 
of securities firm. In the United States, the operational efficiency was 
achieved by the establishment of a national market system and preclusion of 
fixed commission charged by securities firms. 
In the following discussion, we will examine the existing brokers framework 
and the cost structure of B shares market. 
5.2.1 Securities Companies 
Under the existing regulation, securities companies must obtain a licence to 
engage in the securities business, and their activities are restricted to those 
permitted by the license. Membership of the exchange is compulsory before 
trading may be started. The Shenzhen rules have not defined the 
qualifications for a securities company with the exception that the capital of 
a securities company must be at least RMB 5 million. In addition, a 
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securities company may not establish branches in locations which are subject 
to a different supervisory body. 
5.2.2 Qualifications of Local Stock Dealers of B shares in Shenzhp.n 
A domestic securities dealer must obtain approval from the relevant authority 
to trade B shares in Shenzhen after meeting the following requirements : 
- have stock operating fund of not less than RMB 10 Million of which 
the equivalent of not less than RMB 5 Million must be in foreign 
exchange 
- employ an adequate number of specialists qualified in business 
involving foreign transactions 
- have the necessary equipment for stock clearing and communications 
- comply with other conditions which the relevant authority may require 
5.2.3 Qualifications of Authorized Stock Dealers of B shares 
B share issues must be handled by an authorized stock dealer. An authorized 
stock dealer is a stock dealer approved by the relevant authority to handle B 
share issues and to act an agent to transfer B shares in Shenzhen. Authorized 
stock dealers may also enter into agency agreements with overseas stock 
dealers, by which the overseas dealers acts as agent of the authorized dealer 
to deal with the buying and selling of B shares among investors abroad. Since 
all B shares will be quoted on the Shenzhen Stock Exchange, the overseas 
agent must trade B shares there through an authorized stock dealer. 
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With the approval of the SAEC, an authorized stock dealer may open B share 
accounts with banks in Shenzhen. Off-market trading of B shares is strictly 
prohibited. [Capital Asia, January 23, 1992] 
Among the existing stock brokers, only one company is specialized in stock 
brokerage business, the others are only subsidiaries of financial institutions. 
In this connection, the companies are relatively small in terms of capital and 
personnel which cannot cope with the rapid growth of securities market in 
Shenzhen. 
5.2.4 Trading Procedure 
Overseas investors trading in B shares must open an account with an 
authorized securities broker of its foreign agent beforehand. The clearing bank 
will then open a share registration account with an assigned identity number 
for the investor. A separate cash account will be maintained for settlement. 
Individual investors are required to deposit at least 60% of the purchase price 
in the share registration account with the clearing bank as a guarantee, while 
the guarantee deposit for investors will be at the discretion of the authorized 
local broker. 
B shares are traded in board lots of 2,000. But, sometimes the share 
allotment may be less than 2000 shares, especially those share listed in early 
1992. Forward buying, short selling and trading of shares outside the SSE are 
strictly prohibited. All trades must be matched by the SSE system and 
crossing as well as block trading are not allowed. 
Settlement period for B shares is done on T+3 basis, hence shares bought can 
be sold only on T+4 when shares have been credited to investor's account 
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with the clearing bank. All transactions processed by the clearing banks are 
in book entry form which creates a scripless transaction. The transfer and 
registration of shares are carried out electronically by updating accounting 
records with the clearing and depository banks. The stock accounts with the 
clearing banks will be debited or credited on a trade-on-trade basis. 
In Shenzhen, registration of shares and share transfers are conducted by 
Shenzhen Securities Registrar Co. Ltd., in turn it has designated to three 
foreign banks, namely Citibank N.A., Standard Chartered Bank and The 
Hongkong & Shanghai Banking Corporation Limited, responsible for clearing 
different shares listed on the SSE. Hence, if an investor intends to trade in 
all the stocks on the SSE, he should have 3 different accounts with each 
clearing bank so as to facilitate buying and selling of shares. This measure, 
as explained by an official of the SSE, is to increase the service quality by 
choosing more than one clearing house. [Asia Money, June 1992] In view 
of the inconvenient clearing procedure, it is reported that starting from 
December 1，1992 the Shenzhen Securities Registrar Co. Ltd. will centralize 
all the clearing in one bank. However, the new system has not yet 
commissioned so far. 
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5.2.5 Fees and Commissions 
Brokerage Commission 0.7% 
Stamp Duty 0.3% based on transaction amount 
Transaction Levy 0.05% 
Registration fee 0.3% (only paid during purchase and 
levied on par value of shares) 
Clearing fee 0.1% (based on transaction amount with 
a minimum of HK$185 and maximum of 
HK$625, if need to deliver to client's 
custodian account with clearing bank, 
two lots of clearing fee are to be paid) 
Custody charge 0.15% per annum payable monthly 
：、 
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Comparison of Transaction Cost With Other Coimtric.s (in parentage) 
脉 kerage Bid/Offer Average 
� : Cost Tax Spread Cm 
Shenzhen 0.7 0.35 0.5 T 5 5 — 
Hong Kong 0.25 0.31 0.5 l.()6 
Singapore 0.55 0.00 0.5 丨.05 
Japan O.l 0.3 0.4 0.8 
U.K. 0.05 0.5 0.65 1.2 
Australia 0.4 0.3 0.3 1.0 
Germany 0.15 0.08 0.45 0.68 
Switzerland 0.1 0.09 0.3 0.49 
Malaysia 0.5 0.15 n/a n/a 
Thailand 0.5 n/ii n/a n/a 
n/a - not available 
In view of the above comparison, the brokerage commission of Slicn/hcn market is 
the highest among all stock exchanges. It will nevertheless undermine the cfficicncy 
because the transaction cost will deter the interest of investors, particularly during 
sluggish season. 
5.2.6 Placement of B shares to Hont! Konii Investors 
The B shares were sold to Hong Kong investors tfir<nig，h private placciiicnl.H 
rather than public offerings because public ofTcring.s in [forif', Kmi紀 require Ihc 
registration of a prospectus with the Companies Rcgi.stry. Tlic praspcctu.s 
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must comply with the Ordinance, in particular, the requirements specified in 
the Third Schedule. The PRC company may therefore find it difficult to 
comply with the Companies Ordinance, particularly the requirement of 
accountant's report with 3-year audit and valuer's report on the valuation of 
assets. 
Currently, the shares were mainly offered to institutional investors including 
investment banks, trust fiinds, stock brokers and insurance companies. 
Alternatively, the shares were sold by means of private placement to not more 
than 30 persons, with the condition of no resale within 6 months and other 
requirements. The placement to institutional investors will nevertheless 
undermines the liquidity of the market because the institutional shareholders 
tend to hold on a long term basis. Some underwriters only selectively place 
the shares to experienced investors so as to minimize the risk incurred to the 
customers. 
Recently Shenzhen Chi Wan, a company engaging in wharf business in 
Shekou, has listed its B shares through solely public offerings in Hong Kong 
market, whilst cashing in on the positive market perception over 
China-concept shares as reflected by the record-breaking over subscription 
rates of the Denway Ltd. and China Travel Service. This move may improve 
its liquidity. 
It is reported that the 3 national securities companies, namely Guotai, 
Southern and China Securities, have already begun to open agent accounts for 
domestic investors of B shares, which is the first step of allowing local 
residents to invest in B shares. [Ming Pao, Jan 20, 1993] According to the 
report of the Bank of China, at the end of 1991, it is estimated that there was 
around US$6.4 billion deposits held by general public and the deposits 
increase by US$100 million per month. This shows that there is strong local 
support should B shares are allowed to place to local residents. 
Notwithstanding this, the placement to local investors may contravene the 
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spirit of B shares because it is specially introduced for attracting foreign 
capital. 
For the placement of B shares, the sponsors/underwriters are also the 
collecting agent of application proceeds. This will bring additional risk to the 
investors because if the sponsors go bankrupt, it will affect the interests of not 
only investors, but the issuer. By contrast, the role of receiving proceeds is 
usually taken up by banks in Hong Kong which are more reliable. 
Currently the investors have to purchase B shares through authorized brokers 
and they cannot participate directly in the SSE. Such complicated procedure 
may adversely affect the trading of B shares. 
5.2.7 Placing Orders 
In Shenzhen, inadequate telecommunication network makes the investor find 
it difficult to place orders. It is not uncommon that facsimiles are frequently 
used instead of telephone orders. Unlike Shanghai B share which is quoted 
in US dollars, Shenzhen B share is quoted according to the following 
formular: 
Price per share Price per share in RMB 
in foreign currency ^ 
Closing price for the each unit of foreign currency at 
the foreign exchange adjustment center on the business 
day immediately before the selling date 
The investors will face foreign exchange risks involved in the conversion of 
RMB into foreign currency, in particular, when RMB is devaluating at fast 
pace. The investors have to calculate the price in foreign currency before 
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they place orders. On the other side, different currencies create inconvenience 
in clearing. To alleviate this problem, the SSE has announced that all "B" 
shares will be quoted in RMB after March 21, 1993. 
Although the computer system and network is rather advanced, the lack of 
experience impairs the operational efficiency. Besides, the administration 
system is relatively inefficient which brings additional risk to the investors. 
For instance, when the Hong Kong investors place order to the authorized 
dealers, in turn they will place order to the local brokers instantly. However, 
the order cannot be confirmed on the spot, sometimes it can only be 
confirmed on the second day. In such situation, there may be discrepancy 
between the transaction price and the order price, or even unsuccessful 
transaction. [Ming Pao, Feb 17, 1993] According to a dealer of securities 
firm in Hong Kong, the local authorised broker prefer A shares transactions 
owing to higher turnover and profits to B shares, which may explain why the 
response time is slow. 
5.2.8 Recent Development 
To improve the efficiency of the current securities trading system and to 
facilitate participation by residents outside Shenzhen and Shanghai, it is said 
that the PBOC is constructing another national securities trading network to 
be connected to the national bank clearing system which is under construction. 
5.3 Price discovery efficiency 
The following regulatory measures are considered in relation to facilitating the 
market price discovery process, which includes the underwriting system, 
market maker system, limit ordering system, and trading halt mechanism in 
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case of very volatile price movement. 
5.3.1 Underwriting system 
In theory, the underwriting system for the primary listing is an adequate 
mechanism to facilitate the issue price discovery. The financial advisory 
services are provided by the professional underwriters who are supposed to 
be very experienced and competent to determine an appropriate issue price. 
Besides, the underwriters are not willing to take up the deal if the issue price 
and the underwriting risk are too high. The companies in opposite fight for 
a higher price for more fiinds to be raised. The negotiation process between 
underwriter and the company can finally reach an equilibrium price which can 
reflect the real value of the company. 
The present Shenzhen regulation requires that B share issue must be managed 
by a local authorized dealer. Underwriting is not mandatorily required but in 
practice it is common. The rules also allow the overseas stock dealers 
satisfying regulatory conditions may participate in the underwriting of 
B-shares and act as co-managers for a B-shares underwriting syndicate. 
In Shenzhen, the underwriting system in practice has been adopted but the 
reasons are : as the China stock market is still in its infant stage, the small 
foreign investors (HK and Macau residents) are usually unwilling to take the 
risk to buy the B-share. The only possible investors are institutional investors 
and so foreign underwriter are needed to make the issue successful. 
5.3.2 Market-maker system 
For the secondary trading, the market maker system can give the market 
participant a good indication of price information, which can facilitate the 
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transaction price finding. The reason is that the institutional investors can 
know the market more as they are in a "better" position to give bid or ask 
price than the average individual traders. The maker's price may reflect more 
accurately the market demand-supply condition. It therefore can reduce the 
transactional price uncertainty. 
Besides, the market can be always cleared under a market maker system 
because the market makers have to give ask and bid price at any time 
simultaneously to facilitate any kinds of transactions. The mechanism can 
further reduce the liquidity problem which can in turn attract more investors. 
The expansion of the market breadth can further induce the potential demand 
and supply, which can enhance the price discovery process. 
Presently there is no market maker system in the Shenzhen stock market. 
When the market was quiet in the late part of last year, some stocks have no 
trading. It results in a low liquidity and an appropriate transaction price 
becomes more difficult to be fixed. It is suggested to build up market maker 
system to facilitate the trading. 
5.3.3 Daily limit system 
Whether a daily price movement limit system is beneficial to the efficient 
price discovery is very arguable. In case of very volatile market which 
usually occurs when there is an important event, some argue that trading shall 
be halted to give room for the average investors to assess the real effect of the 
event. The market will then find a more fair market price after such cooling 
down period. 
However, some argue that a daily limit system shall not be used since it 
distorts the real market demand and supply condition and the distortion will 
induce unexpected market forces which should not appear under the normal 
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market condition. 
The Shenzhen stock exchange was once to adopt the same system. The above 
daily limit system was not a part of the formal regulation but instead it was 
a temporary administrative rule. In the Article No. 44 of the Shenzhen Share 
Trade Regulation, the Shenzhen Stock Exchange reserved its rights to adopt 
the daily price movement limit. 
Nevertheless, this system was proved not workable in a market place, because 
it limited market operation. It was a right move for the exchange to give up 
the system and now the market became more active. 
5.3.4 Limit order system 
Limit order system means that a buyer shall give the broker a ceiling price for 
purchase and a bottom price for sale. Limit order system is designed to give 
the floor traders more information regarding the investors' view and 
bottom/ceiling price. The floor traders can disseminate the information in the 
trading floor and such information can make the market more clear of what 
the price should be. 
The present practice of the Shenzhen stock market requires, despite no explicit 
governing rules, all the investors to give the limit orders for easy execution 
of the orders only�due to the inefficient communication and trading. 
Therefore the limit order system is in place but the reason is only because of 
the operational efficiency problems detailed in the last chapter. 
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CHAPTER 6 
CASE STUDY ON CHINA CHAMPAIGN INDUSTRIAL CO. 
6.1 Background 
On April 7 1992, the Shenzhen officials of the People's Bank of China led a raid on 
Champaign. In order to ensure the company could repay its debts with the shares as 
collateral and to make Champaign a better managed company. During the raid, 
documents were seized, assets of the company were frozen, and the Deputy General 
Manager and Deputy Chief Accountant were detained by the authorities. 
On April 18, 1992, the shareholder of Champaign filed a civil lawsuit with the 
Shenzhen court, disputing all the reasons given for the raid and claiming unspecified 
damages against the authorities that held the raid. 
6.2 Analysis of the Case 
Champaign was listed on the Shenzhen Stock Exchange in March 1990 with assets of 
RMB 232 million. By Dec 31, 1991, its assets surged to RMB 552 million. Profit 
after tax grew by 36% to RMB 45 million. With 90 million shares issued, its stock 
traded at about RMB 10. 
At the outset, the government held a large stake of Champaign. However, the 
government shareholders unloaded the shares for making substantial profit when the 
market was bullish. It is said that the government intended to buy back Champaign's 
shares again when it found that its stake fell below 75%. At the time of raid, 50.7% 
of shares was held by Hong Kong Panco Industrial (Holdings) Ltd. which claimed 
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itself a foreign investor consortium but no details could be found. 
According to the officials of People's Bank of China, Shenzhen Branch, the 
suspension of Champaign was to ensure the protection against minority shareholders 
by clarifying the debt issues. It is claimed that the Audit Bureau had discovered the 
withdrawal of capital, falsification of equity injection and reported profits. Therefore 
the government departments led a raid to seize the documents and suspended the 
trading of Champaign's shares. Shortly after the raid, 3 local PRC banks, as 
creditors to Champaign, served a writ to enforce their rights against Panco's pledge 
of Champaign shares. 
On December 22, 1992, the Shenzhen People Court gave a verdict that Panco's 
ownership in Champaign was not legitimate, therefore the pledge of Champaign 
shares to obtain financing from banks was not valid and Panco is liable to indemnify 
to the banks. 
Later, the shareholders of Champaign held a shareholders' meeting in Shenzhen 
resolving that a restructure team will take over the management of the original board 
of directors. Panco disputed that the shareholders' meeting was invalid because it 
was proposed by only one director without notifying the board. Besides, according 
to the rules, the shareholders should have received 15 days, prior notice to attend the 
meeting. However, in this case the shareholders only had one day prior notice. The 
number of shareholders attending the meeting accounted for less than 10% of total 
number of shareholders which could not form a quorum to pass the resolution. 
- OS 
Besides, according to the investigation of the court and public security bureau, there 
was no withdrawal of outflow in Champaign. 
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6.3 Implications of the Ch^p 
The raid reflected the immaturity of the authorities which used government 
imperatives to control the stock market. It was without proper legal authority and 
that the two men's civil rights had been violated. The suspension of Champaign's 
shares also impeded the legal protection against investors. 
However, it is the first case whereby the government bodies i.e. PBOC, Shenzhen 
Branch and State Administration of Industry and Commerce, Shenzhen Branch were 
sued by civilian reflecting the government was under pressure to maintain a healthy 
image of the market. 
The incident has also fully reflected the current chaotic regulatory framework and the 
lack of transparency in the listed companies. If there were adequate disclosure 
requirement, Champaign would have disclosed more information about its 
shareholding and operation, which might avoid the government intervention at the 
final stage. According to the court's verdict, Panco has not invested in Champaign 
properly and therefore the shares under Panco's name are not valid. The result is 
contradictory because the listing of Champaign was approved by the PBOC which 




Without any exception, Shenzhen B shares market experienced the problems like 
other emerging market did. The turnover of B shares is considerably low compared 
with that of A shares which traded at multiple premium of B shares. This 
phenomenon is rarely the case in other market as well. We identify that there are 
pressing needs for the following measures in existing market. 
The legal framework should enhance transparency of listed companies whereby they 
should strictly observe ongoing obligations to disclose information to the 
shareholders. Therefore, a national complete set of securities laws is deemed 
necessary to uphold the obligations. On the other side, the supervisory role should 
be clearly assigned to a particular organization. It is hoped that the forthcoming 
Shenzhen Securities Commission will perform comprehensive supervisory functions 
rather than PBOC which experiences conflict of roles in the assignment. 
Currently B shares are usually issued through private placement which will affect the 
liquidity. More important, according to the laws of Hong Kong, such kind of shares 
cannot publish the results in the newspapers, thus undermining the publicity of B 
shares in overseas market. Besides, the results are not required to publish in English. 
It is suggested that to widen both the depth and breath of the market, shares should 
be issued through public offerings and the SSE should put more effort in promoting 
B shares to overseas investors. 
The existing trading system cannot provide sufficient data to overseas investors. 
Besides, the capacity of computer is inadequate to meet the increasing trading volume 
of A shares. Therefore, the stock brokers may prioritize the handling of A shares 
rather than less active B shares. 
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The imminent listing of 9 PRC companies in Hong Kong will nevertheless impair the 
B shares market because the interests of investors will be diverted to Hong Kong 
market. To the issuers, it will certainly enhance their images and foreign currency 
can be obtained from listing. The central government should take a moderate pace 
to introduce local companies to overseas market. Instead, an efficient and intact local 
market should be developed to attract foreign investors. 
Throughout our discussion with the professionals in the market, we found that the 
authorities in Shenzhen are responsive to the comments of overseas investors by 
modifying the existing system from time to time. It is expected that through the 
introduction of appropriate measures, the stock market will perform its function to 
channel the flow of capital. The prospect of B shares is still promising in this region 
where no countries can offer such opportunities. 
• 
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The following table is to summarize our recommendation: 
Main Regulatory Area Recommended Measures 
Informational * More clear ongoing disclosure requirement in 
Efficiency the regulatory rules is needed to make market 
transparent. 
* Authority and function of supervisory bodies 
should be more clearly defined. 
Operational Efficiency * Support including larger computer capacity 
and more communication network. 
* Public offering rather than private placement 
should be used to increase liquidity. 
Price Discovery * Market maker system can be considered for 
facilitating price discovery. 
* More in-depth and detail pricing, volume and 
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Related Regulation with the Shenzhen stock market 
：：：：：：：：：：;：：：：：;：;：；：1：1：；^! 
Date of 
Document Issuing Institution Announcement 
1. Provisional Measures of Shenzhen Municipal 15/6/91 
Shenzhen Municipality for People' sGovemment 
Administration of the issue and ("SMPG") 
trade of shares 
2. Provisional Measures of Shenzhen PBOC 25/6/91 
Administration of the securities 
institutions tentative provisions 
3. Provisional Measures of SMPG and PBOC 16/12/91 
Shenzhen Municipality For 
Administration of the Special 
Reminbi- denominated Shares 
4. Detailed Implementing Rules PBOC Shenzhen 16/12/91 
For The Provisional M^sures Branch 
of Shenzhen Municipality For 
Administration of the Special 
Reminbi- denominated Shares 
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Date of 
Document Issuing Institution Announcement 
5. Centralized share nominee Shenzhen Securities 28/12/91 
holding tentative procedure E x c h a n g e and 
Shenzhen Share 
R e g i s t r a t i o n 
Company 
6. Operating Rules of The Shenzhen Securities 31/1/92 
Shenzhen Securities Exchange Exchange 
For Trading And Clearing Of B 
Shares 
7. Provisional Rules of Shenzhen Securities 29/1/92 
Shenzhen Municipality For Registrars Company 
Registration of the Special Limited 
Renminbi-denominated Shares 
8. Provisional Regulations of SMPG 17/3/92 
S h e n z h e n Mun i c i p a l i t y 
Concerning Joint Stock Limited 
Companies 
9. Provisional Measures of SMPG 4/4/92 
Shenzhen Municipality For 





1. Internal company fclose company� 
The shares of this type of company can only be subscribed by the promoters (initial 
investors) and be issued to their own employees or other legal persons (such as 
enterprises or institutions). There are two sub-groups: 
1.1 subscription type : The shares of this type may only be subscribed by the 
initial investors and shall not be issued to anybody else and their shares may 
only be transferred among institutional entities. 
1.2 promotion type : the shares of this type of company may be subscribed by the 
promoters, their own employees and other legal persons. The portion 
subscribed by the employees shall not exceed 30% of the total shares issued. 
The shares may only be transferred among its own employees and legal 
persons. 
2. Public Company 
：s 
Public company is allowed to issue shares to the public. There are two subdivision: 
2.1 unlisted companies: Upon the approval of the People's Bank of China, their 
shares may be traded over the counter. 
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2.2 listed company : upon the approval of the People's Bank of China, their 
shares may be listed and traded on the Shenzhen Stock Exchange. 
3. State-owned enterprises which are to be restructured into companies limited 
bv shares 
To protect the state ownership on the companies which have great importance to the 
country, the high profit business or business with state monopoly (such as duty-free 
and tobacco companies and gold and jewellery processing companies) are prohibited 
to be incorporated as companies limited by shares. 
Even for those enterprises eligible to be restructured to the companies limited by 
shares but considered to be crucial to the national economy, the state shall maintain 
the controlling shares of the company, which is not specifically defined but is 
expected to be over 50%. Besides, the regulations also prohibit a natural person 
holding more than 0.5% of the total share capital of a single company and that any 
legal enterprise entity shall not transfer to its employees any of the State Share, 
warrants and options and shall not distribute to its employees any shares purchased 
with money from any welfare fund, bonus fund or common interest fund. There are 
four subdivisions of those shares: 
3.1 Shares owned by the state ("State Shares"): State shares are held directly by 
the relevant office of the State Assets Management Administration or held by 
other entrusted thereby. 
3.2 Shares owned by legal persons ("Institution Shares"): Institution Shares are 
allowed to be purchased by legal person inside the PRC with assets that can 
be freely disposed of. 
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3.3 Shares owned by individuals ("Individual Shares"): Individual Shares are 
those held by the employees of a Close Company. 
3.4 Shares owned by foreign investors ("B Shares"): These shares are purchased 
by foreign legal persons and individuals (including those in Hong Kong, 
Macau and Taiwan) with foreign currency. 
4. Sino-Foreign companies limited bv shares 
The regulation also allows the Sino-foreign joint venture companies or a State-owned 
enterprise or other enterprise converting into a Sino-foreign company limited by 
shares. It is stipulated that the minimum registered capital requirement shall be no 




Requirements for new listing 
Hong Kong Shenzhen 
The minimum share 25% or HKD 24.5 mio, 25% 
capital issued to the whichever is higher 
public 
The maximum shares 10% 10% 
subscribed by the 
employees 
Minimum number of 3 per each HKD 1 Mio 800 
shareholders value of stock 
Minimum initial market HKD50 Mio RMB15 Mio in general 
capitalization of the (but RMB30 mio for 
company Joint venture) 
Financial Information 3 year records with the 3 year financial record 
latest financial record not 
more than 6 month earlier 
than the issue of listing 
prospectus 
Minimum net tangible： Nil 38% of total tangible 
asset value asset value 
Industrial Policy Nil Conformity to the State 




Hong Kong Shenzhen 
Profitability Nil H i g h e r t h an the 
industrial average 
Shareholders，/Main Shareholders have no Main executives have to 
executives' duties other conflict of interest be politically and 
with the stock company commercially good 
Director's duties Responsible to all the Nil 
information disclosure 
Professional party Share registrar, company Nil 
secretary are required 
Noteworthy some main differences in principle are found including : 
* the Shenzhen rule requires the listed company to conform to the state 
government industrial policy and the main executive of the listed company 
shall be politically sound. These are not required in the free market of 
Hong Kong. 
* the Hong Kong listing rule emphasizes the independent roles of the 
professional parties, such as share registrar company, company secretary, and 
directors' fiduciary�liabilities. And it is required that the majority 
shareholders shall not be in conflict of the company to protect minority 
shareholders. These rules emphasize the check and balance concept and the 
protection of interest of minority shareholders, which are not specifically 




Day 1 : 
- Hong Kong broker receives order from client 
- Hong Kong Broker executes order through agent broker in Shenzhen 
- Shenzhen broker confirms trade with Hong Kong broker 
- Hong Kong broker confirms order with client 
- trade recorded on the SSE 
- both brokers in HK and Shenzhen send off completed settlement instructions 
to clearing banks in Shenzhen 
- client transfers/remits hard currency to bank account to cover purchase 
Day 2 : 
- settlement instructions of brokers and confirmation of trades by the SSE will 
be sent to the clearing house for reconciliation by noon 
- any discrepancies among the brokers on both sides will be resolved 
- clearing house will issue a provisional clearing statement after 4 pm to 
confirm trade 
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Day 3 ： 
- both brokers in HK an Shenzhen can submit any amendments to the clearing 
house before 4 pm 
- clearing house issues a final clearing settlement by 6 pm 
Day 4 : 
- the clearing house begins to finalise the clearing and settlement procedures at 
9:30 a.m. 
- cash accounts and share registration accounts with the clearing bank are 
updated simultaneously 
- registration details are sent from the clearing bank to the Central Registrar in 
Shenzhen 




How "B" Shares are Traded 
Shanghai Securities Exchange 
- Execution - Settlement - Transfer - Registration - Custody 
m ( C � ~ > I 二：^, 已二；^, | ( C o n— , (^二； 
^ ^ Local Broker Local Broker 
2如 Z t^eannA (Confirmation) ： T二, B^er'lD. ： (Confirmation)尸ash 
cteanng I BanK^ ： Order details Order details ； \Ban . ^ cleanng 
N . Foreign Financial Foreign Financial 夕 
Institution approved Institution approved 
/ by PBOC by PBOC \ 
f n f T \ 
Cash .r. , ‘ Seller ID, Buyer ID, ：…， , | Cash cte^ng 1 (Cont細a丨丨on): 。 彻 丨 s Ord^ r details : (Cort丨麵丨on) I cteari,^  
V j ^ r - L - L ^ y 
Foreign Seller " Foreign Buyer 
B share registration, settlement, transfer and custody will be performed by an independent cleanng agent after March 1993 
Source : Swiss Bank Corporation 
-60 -
APPENDIX 7 
LIST OF AUTHORIZED SECURITIES COMPANIES 
(at the end of October, 1992) 
Authorized Foreign Stock Dealers ： 
Baring Securities 
Standard Chartered Securities 
Credit Lyonnais Securities 
Crosby Securities 
Hoare Govett Asia 
Jardine Fleming Holdings 
Peregrine Brokerage 
Sassoon Securities 
SBCI Finance Asia 
South China Securities 
Sun Hung Kai Investment Services 
Tung Shing Securities 
Wardley James Capel 
Daewoo Securities 
Morgan Stanley Securities 
W. I. Can* Securities 
Smith New Court Far East 
Saneway Investments 
Chung Mao Securities 
CEF Capital 
Merrill Lynch (Asia Pacific) 
PBI Securities 
SG Warburg Securities Far East 
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J.A Fu & Company 
Morgan Grenfell Asia Securities (HK) 




Nomura International (HK) 
Chinalines Securities Investment 
Prudential Brokerage 
Bookook Securities 
Yamaichi International HK 
Authorised Local Brokers : 
Shenzhen International Trust & Investment Corp, Int’l Finance Dept 
Shenzhen Securities Ltd 
Bank of China Shenzhen Branch, Securities Dept 
International Securities Shenzhen Investment Fund Management 
China Merchant Bank, Shekou Securities Dept 
Non-Femet Finance Shenzhen Company, Securities Department 
The Agriculture Bank of China, Securities Department 
G m C Shenzhen Company, Securities Department 
The Industrial and Commercial Bank of China, Shenzhen Branch Trust Co” 
Securities Department 
；s 
[Source : Swiss Bank Corp, China Stock Market Review, Jan 1993] 
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APPENDIX 8 













































































































































































Southern Glass “日，，share Price: RMB12.0 (HK$13-50) 
ISSUE STATISTICS ^ ^ ^ B K M f W W K f f l B 
, … “A，，Shares "B" Shares Total 
Issued Price: RMB3.38 HK$5 3(r — 
Current Price: RMB23.15 RMB12 0 — 
Change: 584.9% 2015% — 
二丨丨丨” hares: 20.3m- 16.0m 36.3m 
Total Issued Shares: 71.6m 35.9m 107 5m 
， R M B 1,657.5m RMB 430.8m RMB 2,088.3m 
Free Float: 28.4% 44.6% 33.8% 
Major Shareholders: China Merchants Steam Navigation (18.6%) 
Shenznen Building Materials Ind. (17.2%) 
China North Industries. (17.2%) 
Guangdong Int'l Trust & 丨nv. Corp. (13.2%) 
* RMB3.98. 
“Including shares offered to employees. ‘ 
RESULTS & ESTIMATES 
Year-end Net Profit Change EPS Change DPS P/E* Yield* 
31 Dec (RMB m) (%) (RMB) (%) (RMB) (x) (%) 
1988 6.4 N/A N/A N/A N/A N/A N/A 
1989 9.1 42.2 N/A N/A N/A N/A N/A 
1990 17.1 87.9 N/A N/A N/A N/A N/A 
1991 27.5 60.8 0.39# N/A N/A 30.8 N/A 
1992F 31.2 13.5 0.29^ -23.7 0.09- 41.4 0.8 
‘ Based on the "B" share price of RMB12.0. 
# Based on the total number of shares (71.2m) in issue during the year. 
A Based on the weignted number of shares (106.1 m> expected to be m issue during the year. 
-Assuming a 30%"dividend payout. ‘ 
F; Prospectus forecast. 
. j : 、 
SHARE PERFORMANCE 
麵 92/02/28-92 07.21 C h S o u t h e r n G l a s s ' •已 " H - I S L-5.7 R M B 
19 二 20 Days M.A. : 1 9 
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巧 \ : - \ ： 巧 
- - -
13 二 - • • r • • • . — 13 
: ^ / - ： ： - ' ~ 
- / ^^ 
” 二 . - — — / 11 
- … - — — - r " ‘ / 二 
- / -
-] u 
了 二 - C 7 
5 1 匕 5 
1 0 丨 Average daily vo lume : . 12 mill ion snares 1 0 
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S f i e n z h e 门 G h i 门 a 
Bicycles “日，，share Price: RMB13.9 (HK$15.60) 
ISSUE STATISTICS • ^ ^ ^ • ^ f f l ^ ^ M H 
"A" Shares "B" Shares Total 
Issued Price: RMB3.75 HK$5.30' — 
Current Price: RM已24.85 RMB13.90 — 
Change: 562.7% 249 .2% — 
Public Shares: 32.8m^* 29.0m 61.8m 
Total issued Shares: 80.5m 124.4m 204.9m 
Mkt Cap: RMB2.000.4m RMB1.729.2m RMB3，729.6m 
Free Float: 40.7% 20.5% 28.4% 
Major Shareholders: Shenzhen Municipal Light Ind. Co. (23.3%) 
Hong Kong Link Bicycles (23.3%) 
Schwinn Bicycles Co. (23.3%) 
The World Bank (1.7%) 
* RMB3.98. . 
Including shares offered to employees. -
RESULTS & ESTIMATES 
Year-end Net P r o f i t C h a n g e EPS Change ^ pIe*Yield* 
31 Dec (RMB m) (%) (RMB) (%) (RMB) (x) (%) 
T ^ N~A m m N^ m 
1989 18.2 102.2 N/A N/A M'A N/A N/A 
1990 35.8 96.7 N/A N/A N/'A N/A N/A 
1991 75.2 110.1 0.53# • N/A 26.2 N/A 
1992F 118.6 57.7 0.60^  11.1 0.18- 23.2 1.3 
'Based on the "B" share price of RMB13.9. 
# Based on the total number of shares (143.1m) in issue aunng the year. 
A Based on the weighted number of shares 1197.5m'i exoected to be in issue during the year. 
-Assuming a 30% dividend payout. 
F: Prospectus forecast. 
SHARE PERFORMANCE 
RMB 9203/31-9207/21 C h i n a B i c y c l e s "B" H-20 L-7.1 FSMB 
21 : 20 Days M.A. - 21 
19 ： - 、 丨 ： 1 9 
i " “ - ^ " ^ 、 ： 口 
17 -Z .…“ - ��� _ 17 
- .- -- \、 \ ： 
： - ： 、\ -• ‘ — _ _ 15 
15 - _ . ^ ^ lb. 
• _ — 二 13 ^ - ：： 13 
• .. • -— r r- 1 1 
11 — -- - ：9 9 -; 
： 一 - 广 一 7 
7 — 2 0 
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E e c t r o门 i c s ‘ ‘已，， s h a r e Price: RMB10.00 (HK$11.20) 
ISSUE STATISTICS H I ^ H K S S B ^ j ^ l 
"A" Shares "B" Shares Total 
Issued Price: RMB1.90 HK$2.69* — 
Current Price: RMB18.80 RMB10.00 -
Change: 889.5% 395.0% -
Public Shares: 29.6m** 23.5m 53.1m 
Total Issued Shares: 122.9m 70.1m 193.0m 
MktCap: RMB2.310.5m RMB701.0m RMB3.011.5m 
Free Float: 24.1% 33.5% 27.5% 
Major Shareholders: Zhenhua Electronic Ind. (24.16%) 
Shenzhen Saige Group (24.16%) 
Luks Industrial (24.16%) 
* RMB2.02. 
Including shares offered to employees. 
RESULTS & ESTIMATES 
Year-end Net P r o f i t C h a n g e S s C h a n g e D ^ ^ Yield* 
31 Dec (RMB m) (%) (RMB) (%) (RMB) (x) (%) 
1988 47.8 225.2 N/A N/A N/A N/A N/A 
1989 25.6 -46.4 N/A N/A N/A N/A N/A 
1990 32.9 28.5 N/A N/A N/A N/A N/A 
1991 36.0 9.4 0.26 # • N/A 38.5 N/A 
1992F 38.8 7.g 0 . 2 r -19.2 0.06- 47.6 0.6 
.Based on the "B" share price of RMB10.0. 
# Based on the total number of shares (139.9m) in issue dunng the year. 
A Based on the weighted number of shares (182.4m) expeaea to be in issue during the year. 
-Assuming a 30% dividend payout. 
F: Prospectus forecast. 
；、 
SHARE PERFORMANCE 
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E ectronic “B，，share Price: RMB15.00 (HK$16.80) 
ISSUE STATISTICS ^ K K ^ B ^ ^ B ^ B W ^ 
"A" Shares "B" Shares Total 
Issued Price: RMB3.90 HK$5.50* — 
Current Price: RMB25.40 RMB15.00 — 
Change: 551.3% 263.2% — 
Public Shares: 20.2m** 10.0m 30.2m 
Total Issued Shares: 70.5m 58.4m 128.9m 
Mkt Cap: RMB1,790.7m RMB876.0m RMB2,666.7m 
Free Float: 28.7% 17.1% 23.4% 
Major Shareholders: Kong Wah Holdings (37.5%) 
Shenzhen Huaqiaocheng Economic 
Development Corp. (39.1%) 
‘RMB4.13. 
” Inc luding shares offered to employees. 
RESULTS & ESTIMATES 
Year-end Net P r o f i t C h a n g e E P S C h a n g e D ^ ^ Yield* 
31 Dec (RMB m) (%) (RMB) (%) (RMB) (x) (%) 
1988 17.2 N/A N/A N/A N/A N/A N/A 
1989 11.9 -30.8 N/A N/A N/A N/A N/A 
1990 29.1 144.5 N/A N/A N/A N/A N/A 
1991 68.7 136.1 0.70# Ulk N/A 21.4 N/A 
1992F 76.5 11.4 0 . 6 ” -12.9 0.276- 24.6 1.8 
* Based on the "B” share price of RMB15.0. 
# Based on the total number of shares (98.7m) in issue during the year. 
A Based on the weighted number of shares (125.6m) expected to be in issue during the year. 
~ Dividend forecast in the listing notification document. 
F: Prospectus forecast. 
；s 
SHARE PERFORMANCE 
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Group “B，，Share Price: RMB12.00 (HK$13.50) 
ISSUE STATISTICS • • • • R f f i n ^ ^ Q 
"A" Shares "B" Shares Total 
Issued Price: RMB2.80 HK$4.28* — 
Current Price: RMB23.90 RMB12.00 — 
Change: 753.6% 270.4% — 
Public Shares: 23.5m** 15.0m 38.5m 
Total Issued Shares: 123.9m 15.0m 138.9m 
Mkt Cap: RMB2,961.2m RMB180.0m RMB3,141.2m 
Free Float: 19.0% 100.0% 27.7% 
Major Shareholder: Shenzhen Investment Administration (72.3%) 
* RMB3.24. 
“ Inc luding shares offered to employees. 
RESULTS & ESTIMATES 
Year-end Net P r o f i t C h a n g e E ^ C h a n g e D ^ ^  Yield* 
31 Dec (RMB m) (%) (RMB) (%) (RMB) (x) (%) 
1988 25.6 N/A N/A N/A N/A N/A N/A 
1989 9 -4.8 N/A N/A N/A N/A N/A 
1990 10.3 14.4 N/A N/A N/A N/A N/A 
1991 43.6 323.2 0.43 # m N/A 27.9 N/A 
1992F 50.2 15.1 0.38^ -15.6 0.18- 31.6 1.5 
* Basedonthe-B”sharepnceofRMB12.0. 
* Based on the total number of shares (100.4m) in issue during the year. 
A Based on the weighted number of shares (130.4m) expected to be in issue during the year. 
-Forecas t dividend in the listing notification document. 
F: Prospectus forecast. 
• ;s 
SHARE PERFORMANCE 
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Development “日” share Price: RMB15.00 (HK$17.30) 
ISSUE STATISTICS W ^ K ^ M f W I f V t - P f W M 
, " A " Shares "B" Shares Total 
Issued Price: RMB3.60 HK$5.30* — 
Current Price: RMB26.00 RMB15.00 — 
Change: 622.2% 303.2% 一 
Public Shares: 41.5m** 30.0m 715m 
Total Issued Shares: 227.5m 30.0m 257.5m 
Mkt Cap: RMB5,915.0m RMB450.0m RMB6.365 Om 
Free Float: 18.2% 100.0% 27.8% 
Major Shareholder: Shenzhen Investment Administration (72.2%) 
'RMB3.72. 
”Including shares offered to employees. 
RESULTS & ESTIMATES 
Year-end Net P r o f i t C h a n g e E ^ C h a n g e D ^ Yield* 
31 Dec (RMB m) (%) (RMB) (%) (RMB) (x) (%) 
1988 N/A N/A N/A N/A N/A N/A N/A 
1989 9.5 N/A N/A N/A N/A N/A N/A 
1990 18.0 87.5 N/A N/A N/A N/A N/A 
1991 60.9 238.3 0.33# • N/A 45.5 N/A 
1992F 75.5 24.0 0.30" -9.1 0.15- 50.0 1.0 
‘Based on the "B" share price of RMB15.0. 
# Based on the total number of shares (186.0m) in issue during the year. 
� B a s e d on the weighted number of shares (248.9m) expected to be in issue during the year. 
�Forecas t dividend in the listing notification document. 
F: Prospectus forecast. 
SHARE PERFORMANCE 
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Z h o n g c h u “B，，share Price: RMB10.50 (HK$11.80) 
ISSUE STATISTICS I H H H B R I T m S i f f l l l 
"A" Shares "B" Shares Total 
Issued Price: RMB2.78 HK$4.16* — 
Current Price: RMB21.40 RMB10.50 — 
Change: 669.8% 227.1% — 
Public Shares: 14.4m 12.0m 26 4m 
Total issued Shares: 74.4m 12.0m 86.4m 
隱 Cap: RMB1,592.2m RMB126.0m RMB1.718.2m 
Free Float: 19.4% 100.0% 30.6% 
Major Shareholders: China Food Ind. Corp. (20.8%) 
Shenzhen Saige Group (20.8%) 
- Shenzhen Investment Administration (13.9%) 
- Sanlian Group (13.9%) 
'RMB3.21. 
RESULTS & ESTIMATES 
Year-end Net Profit Change EPS Change DPS P/E* Yield* 
31 Dec (RMB m) (%) (RMB) (%) (RMB) (x) (%) 
1988 3.3 N/A N/A N/A N/A N/A N/A 
1989 5.1 54.5 N/A N/A N/A N/A N/A 
199(L 11.3 121.6 N/A N/A N/A N/A N/A 
1991 14.8 21.0 0.25# N/A N/A 42.0 N/A 
1992F 22.8 54.1 0.30^ 20.0 0.13- 35.0 1.2 
* Based on the "B" share price of RMB10.5. 
# Based on the total number of shares (60.0m) in issue during the year. 
A Based on the weighted number of shares (76.8m) expected to be in issue during the year. 
~ Forecast dividend in the listing notification document. 
F: Prospectus forecast. “ ‘ � 
SHARE PERFORMANCE 
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Textile Industrial “b，, share Price： RMeg.oo (hk$io.io) 
ISSUE STATISTICS ^ H ^ I ^ B B S S 
"A" Shares "B" Shares Total 
Issued Price: RMB1.50 HK$2.50* — 
Current Price: RMB19.40 RMB9.00 — 
Change: 1.193.3% 373.7% — 
Public Shares: 15.2m** 20.0m 35.2m 
Total Issued Shares: 74.9m 52.2m 127.1m 
Mkt Cap: RM 已 1.453.1m RMB469.8m RMB1.922.9m 
Free Float: 20.3% 38.3% 27.7% 
Major Shareholders: Union Textiles of China (32.5%) 
Shenzhen Textile Ind. (14.5%) 
Existing Hong Kong shareholders (25.3%) 
‘RMB1.90. -
Including shares offered to employees. 
RESULTS & ESTIMATES 
Year-end Net P r o f i t C h a n g e E ^ C h a n g e D ^ ^ Yield* 
31 Dec (RMB m) (%) (RMB) (%) (RMB) (x) (%) 
1988 37.6 N/A N/A N/A N/A N/A N/A 
1989 32.5 -13.6 N/A N/A N/A N/A N/A 
1990 14.5 -55.4 N/A N/A N/A N/A N/A 
1991 9.7 -33.1 0.11# N/A N/A 81.8 N/A 
1992F 27.0 1 78.4 0.23� 109.1 0.1 卜 39.1 1.2 
‘Based on the "B" share price of RMB9.00 . 
# Based on the total numoer of shares (91.9m) in issue during the year. 
‘Based on the weignted number of shares i115.5mi exoecied to be in issue during the year. 
-Forecast dividend in the listing notification document. 
F: Prospectus forecast. _ , � 
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Industrial _ yet listed) “B” Share Offer Price: HK$3.60 
ISSUE STATISTICS I H I I ^ ^ ^ S E H ! ! 
"A" Shares “B” Shares Total 
Issued Price: RMB2.10 HK$3.60 * — 
Current Price: N/A N/A — 
Change: N/A N/A — 
Public Shares: 19.4m 18.0m 37.4m 
Total Issued Shares: 89.3m 18.0m 107.3m 
Mkt Cap: RMB87.5m** RM 已 54.4m** RMB241.9m 
Free Float: 21.7% 100% 34.9% 
Major Shareholder: Shenzhen Investment Administration 
(65.1%) 
‘RMB3.02. 
" B a s e d on the resoective issued price. 
RESULTS & ESTIMATES 
Year-end Net P r o f i t C h a n g e E ^ C h a n g e DPS ^ Yield* 
31 Dec (RMB m) (%) (RMB) (%) (RMB) (x) (%) 
1988 18.6 N/A N/A N/A N/A N/A N/A 
1989 8.1 -56.5 N/A N/A N/A N/A N/A 
1990 2.7 -66.7 N/A N/A N/A N/A N/A 
1991 6.3 133.3 0.09 # • N/A 33.6 N/A 
1992F 12.3 95.2 0.14^ 55.6 0.04� 21.6 1.3 
‘ B a s e d on the "B' share issued price of RMB3.02. 
# Based on the total number of shares in issue (69.9m) during the year. 
A Based on the weignted number of shares (89.3m) expectea to be in issue auring the year. 
� A s s u m i n g a 30% dividend payout. 
F: Prospectus forecast. :.� 




































































































































List of Questions 
L How do you compare the regulatory frameworks of Hong Kong stock market 
and Shenzhen stock market? 
2. What is the major weakness of regulations of Shenzhen stock market? 
3. In which way the weakness can be remedied? 
4. Do you think the existing market has reflected market efficiency in terms of 
information disclosure in initial public offerings? 
5. Do you think the existing broker and authorized dealer mechanism is operating 
efficiently? 
6. What do you think the effect of price discovery in the Shenzhen stock market? 
7. How to improve the investor's confidence in purchasing B shares? 
8. On Champaign's incident, what is your opinion on the government's 
interventions in suspending the trading of Champaign's stocks? 
9. What is your opinion on the recent announcement of 9 major PRC companies' 
listing plan on the Hong Kong stock exchange ？ Will it affect the development 
of B share market? 
10. In case the reminbi is convertible, will it affect the B share market? 




February 24, 1993 
Interviewee : Mr. Eric Leung 
Solicitor, Linklaters & Paines 
Content 
- The two-tier securities supervisory organs will oversee the securities activities 
in China, namely Securities Commission (SC) and Securities Supervision and 
Administration Committee (SSAC). SC is responsible for co-ordinating, 
monitoring the stock market and formulating policy, whilst SSAC for 
approving listing on both domestic and overseas exchanges, as well as 
supervising the daily operation. The legal framework will follow the model 
of Hong Kong. 
The aims of these two organisations, which will take over the current duties 
of the People's Bank of China, are : 
A. To draft a national company law 
B. To prepare a standardised listing rules 
It is anticipated that the above law and rules will be approved by the People's 
Congress in March 1993. 
- With reference to existing legal framework, there is no requirement of 
disclosure of specific details which is considered inadequate with comparison 
to other established market. To improve the existing framework, the 
prospectus of B shares have incorporated some standard disclosure 
requirements being adopted in other markets. However, the purpose of doing 
so is only to protect the interests of underwriters, e.g. by disclaiming the 
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selling restrictions. 
- There is no clear specification of the duties of the supervisory body, reflected 
fully by the Champaign incident in which the People's Bank of China 
suspended the trading of Champaign trading and seized its documents. 
- The existing company law has no definition of specific term, thus resulting in 
the different interpretation. 
- The impact of recent 9 PRC companies seeking listing status in Hong Kong: 
A. It will encourage good quality companies to seek listing on overseas 
stock exchange rather than domestic market. 
B. The investors will prefer those shares listed on overseas exchange, 
which is presumably more mature and regulated, to B shares on 
domestic market. 
- The current clearing functions have been assigned to 3 foreign banks which 
have created redundant procedures. Besides, because of the scripless 
transactions, any errors will be difficult to correct. The ownership of shares 
cannot be confirmed instantly. 
- Major shortcomings of existing rules and regulations : 
- : s 
A. The listed companies have no on-going obligation for shareholders as 
prescribed by existing legal framework, thus resulting in lack of 
transparency. For example, Shanghai Vacuum Device's right issue 
flopped eventually because there was on explicit rules governing the 
right issue shortly after its initial public offering, so the shareholders 
did not subscribe the right issue. 
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B. There is no clear identification of the department in charge in the 
supervision of stock market. Even though the stock exchange has 
power to penalise, it may not fully enforce it because of conflict of 
interest. Especially when the market is flagging, the suspension of 
trading will exacerbate the market only. 
C. Obviously shareholders of B shares are minority shareholders. There 
is, however, no protection against the rights of minority shareholders, 






Interviewee : Miss Dora Hung, Analyst 
SBCI Asia Ltd (a subsidiary of Swiss Banking Corp.) 
Content 
1. The regulatory framework between Hong Kong and Shenzhen except that 
implementation varies significantly, especially the enforcement authority is 
unclear. It is believed that the emerging Securities Commission, an 
independent body, will follow the model of Hong Kong. 
2. Recently cross trading between A shares and B shares are possible as the 
investors can purchase the shares through their friends and relatives. 
3. The sluggish trading is primarily due to the concern over the business results 
of listed companies. Even though the companies can achieve the target profit, 
the quality of earnings is rather unstable because most of them come from 
non-core business. Besides, the shares were allotted to institutional investors 
through private placement, thus resulting in general public's access to the 
market. 
� . � 
4. The current market is inefficient because information is rarely disclosed the 
public. 
5. There is a significant time lag between placing order and the confirmation 
thereafter. The reason is that the local brokers give priorities to A shares 
because of its high turnover and profits. 
6. The imminent listing plan of 9 PRC companies on the Hong Kong stock 
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exchange will enhance the image of PRC companies. However, if there are 
subsequent offerings, the B share market will certainly be affected. 
7. The convertibility of RMB will effect the existence of B share because there 
is no need for attracting foreign exchange through B shares. 
8. The most critical area of improvement in existing legal framework is the 
accounting standard. At the moment, the results announced to investors of A 
and B shares are different owing to different accounting standards. For A 
shares, local standard has been used whereas for B shares, international 
accounting standard has been used. 
9. It is expected that the introduction of Securities Commission will stimulate the 




March 2, 1993 
Interviewee : Mr. Willy Chau, Director 
Crosby Securities Co., Ltd. 
Content 
Since Mr. Chau is in charge of B share dealing, the discussion concentrated on the 
aspect of trading. 
- Recently there is speculation of the dividends to be declared by company, 
which stimulates the market. To improve the distribution of B shares, public 
offerings is being adopted like the earlier Shenzhen Chi Wan. Prior to this 
offering, Shenzhen Shenbo has adopted a mixed approach of private placement 
and public offerings. 
- The depressed B market is mainly due to : 
A. inefficient computer system - even though the trading system is 
automated, it is not sufficient to handle existing trading volume. Also, 
it is difficult to revise or cancel after placing the order. The investors 
are not able know the exact transacted volume instantly, not until the 
afternoon. It is said that priorities have been given to A shares 
because of high trading volume and therefore high profits. 
B. market players are mostly institutional investors - there is not enough 
individual investors resulting in inactive market. The market is 
inefficient in the sense that the buy and sell orders are difficult to 
match, notwithstanding there is automatic matching order system. 
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C. lack of transparency - the investors have limited information as 
provided by the telecommunication network. On the Telerate's screen, 
there is only information about the bid/offer price, day high/low, 
previous closing, closing price. 
- There is concern over the recent announcement of U.S. regulation under 
which the trust fiinds are allowed to invest in companies which generate over 
50% income from China business. Therefore some Hong Kong companies 
can meet this requirement and this may divert some interests from B shares 
to Hong Kong market. 
- Shenzhen is less mature with comparison to Shanghai which attract more 
foreign investors. 
- The B share price denominating in RMB will undermine the investors' 
interests because they are exposed to foreign exchange risk, in particular, the 
recent fall of RMB exchange rate. 
- The centralised clearing house instead of former 3 clearing houses has enable 
the U.S. fiind to invest in B shares according to domestic regulation. Besides, 
the central clearing house has reduced the inconvenience to investor as they 
only hold one identification number rather than 3 numbers before. 
- Scripless transaction does not make any errors so far. Even though there are 
some critiques that tfiis kind of transaction may render problems to investors. 
- The fixed commission system is relatively high when compared to that of 
other countries. However, it is acceptable to the investors because it is not 
uncommon in emerging market. 
- The authorities in China is gradually improving the existing system. It is 
unfair to request a carbon-copy of other established market. 
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March 6, 1993 
Interviewee : Mr. Li Nan Feng, General Manager 
Shenzhen International Trust & Investment Corp. 
Content 
- Major reasons for a promising securities market in China : 
A. Continuing implementation of market economy, which will be 
endorsed in the coming People's Congress to be held in Beijing. 
However, previously it was written in the ariticles of the Communist 
Party. 
B. In line with the development of market economy, there will be 
increasing number of state-owned enterprises converted into joint-stock 
companies. 
C. The government is gradually reducing its stake in the enterprises while 
allowing more individuals, including foreign investors, to hold stake 
in commercial enterprises. 
- The prosposed 9 PRC companies to be listed on the Hong Kong Stock 
Exchange may not be appropriate for the following reasons : 
A. The auditing, accounting and legal systems are still in immature stage 
with comparison to those of Hong Kong. The PRC companies may 
not fulfil the requirements. 
B. The market capitalisation of these companies constitute around 7-8% 
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of total market capitalisation in Hong Kong. The listing plan will 
therefore bring negative impact to the market in the event of any 
unfavorable incidents. 
- The imminent Securities Commission will follow the model of Beijing, under 
the direct leadership of Shenzhen Government. The Commission will combine 
the existing two supervisiory bodies : a) securities administration division 
under PBGC ； and b) enterprise division under the State Commission for 
Restructuring the Economic System. 
- Ways to improve the securities market: 
A. To regulate the legal framework. Since there is not enough time for 
the government to develop a complete legal framework before opening 
the stock market, the existing laws are, from time to time, in the 
process of amending. 
B. To co-ordinate different interest groups like the governmental bodies, 
investors and stock brokers. Especially the supervisory functions will 
create conflicts among different government departments. 
C. To enhance the quality of personnel engaging in the securities 
business. 
D. To upgrade the existing computer system because the capacity cannot 
cope with the rapid development of local stock market. The system 
was originally designed for handling a daily turnover of RMB 500 
million, whereas the existing turnover is over RMB 900 million. 
- The reason why B shares market is sluggish is that the overseas investors find 




Interviewee : Mr. Yu Guogang, Deputy Chief Executive 
Shenzhen Stock Exchange 
Content 
- The current system is based upon the international market practice. The 
information disclosure requirement of Shenzhen market is akin to that of Hong 
Kong. It is even better than other countries' like the scripless transaction is 
advanced than some countries'. 
- All the documents required to be submited for listing will not be exempted 
according to the listing requirements. The application of proceeds will be 
monitored by the SSE. 
- The Securities Commission of Shenzhen has not yet established and its role 
has not defined so far. Expectedly the SSE and SC will share the role of 
supervising the listed companies. 
- The government observes the rule of market mechanism with minimal 
intervention in stock market. For instance, the appointment of company's 
executives solely rests with the shareholders. 
- The existing fixed commission system is satisfactory because it will not create 
excessive competition among stock brokers. Besides, it is more suitable for 
an emerging market. 
. The denomination of B shares in RMB does not affect the liquidity because 
the principle of setting up B shares is a kind of special RMB share. As well, 
it is not uncommon that foreign investments will involve foreign exchange 
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risk. So, it is not necessary to establish foreign currency quoatation system. 
- Reasons why B shares market is sluggish : 
A. investors of B shares are more cautious than investors of B shares. 
B. The distribution is limited because B shares are usually sold through 
private placement. 
- On market maker system, it is recognised that it may be helpful to the 
liquidity of market. Nevertheless the distrubution of shares should be crucial 
in determining the liquidity. 
- Major problems of existing market: 
A. The legal framework is not adequate even though the rules and 
regulations are legally binding. • 
B. There should be a national securities law comprising company law, 
securities transaction regulations, protection of investors ordinance and 
anti-deceit ordinance. Morever, regulations on accountants, valuators 
and auditors are necessary. 
- It is expected that more B shares will be listed on the stock exchange. 
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Interview Record 
March 6, 1993 
Interviewee : Mr. Zhang Guo Qin, Managing Director 
J & A Securities Ltd. 
c _ m 
- The existing rules and regulations are considered adequate. 
- Reasons for inactive B shares market: 
A. The follow-up of ongoing disclosure of companies' is not adequate. 
B. Private placement is usually adopted which will undermine the 
liquidity. 
C. In view of the above reason, the result of listed companies cannot be 
published in newspapers in Hong Kong, thus impeding the 
transparency of the companies. 
D. The current computer system does not provide sufficient information 
to the investors. 
••；s 
E. There is not enough publicity abroad. Many overseas investors are not 
aware of the existence of the stock market in China. 
- In the long run, B share will combine with A share as usually there will be 
one kind of share in a country. In fact, B shares are rather attractive in view 
of long P/E ratio and high yield. 
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- The listing of 9 PRC companies is expected to undermine the development of 
B share market in Shenzhen. 
- Market maker system may accelerate the trading of B shares, provided the 
computer system can provide corresponding support. 
- Besides the clearing functions are still shared by 3 banks which have created 
inconvenience to the investors. 
- On the Champaign's incident, the court will proceed second hearing and 
Champaign has already appealed to the court for the judgement of first 
hearing. It is believed that the government acts according to law and 
therefore falls within its authority. No executives of Champaign have ever 




March 9, 1993 
Interviewee : Mr. Michael Leung, Director 
Peregrine Capital (China) Ltd. 
Content 
- Reasons for sluggish B shares markets 
A. The investors have other alternatives like China-concept shares in 
Hong Kong market. Besides, some room is reserved for the 
forthcoming 9 PRC companies. 
B. The existing regulatory framework, settlement system and trading 
system is still immature. 
- Mr. Leung considered that the rules and regulations are not intact and 
government intervention is rather significant at the present moment. It is also 
understandable that there is no precedent examples for the legislators of B 
shares. 
- Given the announcement of the establishment of the Securities Commission 
and Securities Supervisory and Administration Commission, their authorities 
is still unclear. More importantly, the government officials lack the 
experience in supervising securities. 
- The trading system is rather slow which deters investors to buy B shares. The 
SSE should allow more Hong Kong brokers to have a seat in the exchange so 
as to activate the trading. 
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- The listing of 9 PRC companies will enable them to tap foreign exchange 
funding. However, over the long run, B shares should be subscribed by local 
residents rather then overseas investors. 
- It is believed that government control is, to certain extent, helpful for an 
emerging market as there are too many potential companies in China. A 
stringent requirement will regulate the market. 
- Ways to improve the B shares markets : 
A. central clearing system should be implement as soon as possible 
B. the settlement period should be shortened to less than 4 days 
C. enhance the transparency of the market by providing more easily 
assessable information to investors like companies bulletin, company 
profiles and so on. 
• . s 
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